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Delete little-used preferences 

o Rapid amortization of pollution 
control facilities 

o Rapid amortization of child care and 
on-the-job training facilities. 

Recommended Position 

Since 1973, the Administration has consistently 
supported LAL and MTI as a dual mechanism to deal with 
tax shelters and taxpayers who through a pyramiding of 
exclusions and deductions do not pay their fair share of 
taxes. The Administration has also consistently opposed 
the present law minimum tax because its principal impact 
is on capital gains and, as an additional tax, it merely 
imposes a "slap on the wrist" toll , charge for the use of 
preferences such as accelerated depreciation and percent­
age depletion. 

With respect to LAL, Senator Kennedy and others are 
likely to bring up as a floor amendment an LAL proposal. 
It is also quite likely that this LAL proposal will apply 
to oil and gas activities. Given our public position as 
to LAL and oil and gas, we recommend support of LAL with 
an effective date as to oil and gas coincident with the 
effective date of price deregulation. This position would 
be consistent with the rationale advanced by Secretary 
Simon in his March 17, 1976 testimony before the Finance 
Committee. 

With respect to the tax, there is an outside 
chance that the Finance Committee at its meeting on June 10 
may reverse its present position and opt for an alternative 
tax (similar to our MTI proposal) which would include in 
an expanded taxable income base both "exclusion" items of 
tax preference (e.g., capital gains) and "deferral type" 
items of tax preference (e.g., accelerated depreciation, 
construction period interest, etc.). We recommend support 
of such an alternative tax because: 

The concept of an alternative tax is in 
accord with the general concept of our MTI 
proposal 

An alternative tax would be more progressive 
than either the House Bill minimum tax or 
the present Finance Committee version of 
the minimum tax 

.. 
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An alternative tax would be a first step 
toward the long range goal of a broad 
based income tax with a lower rate structure. 

If an alternative tax proposal does not emerge from 
the Finance Committee, it is not likely to be raised as 
an amendment on the Senate floor or, if raised, likely to 
succeed. The principal floor debate argument will be 
over the amount of the exemption and the offset for taxes. 
While we are generally opposed to an add-on minimum tax, 
it is nece·ssary, nevertheless, to support some form of 
minimum tax in order .to maintain our tax reform posture. 
Accordingly, we recommend support of a minimum tax along 
the lines of the House Bill, i.e., with a $20,000 exemption 
for preference income (phased out as preference income ex­
ceeds $40,000) and an offset for one-half of regular taxes 
paid. 

With respect to the items of tax preference, our 
recommended position is as follows: 

Present law items retained 

New items 

o Construction period interest 
o Accelerated depreciation on 

personal property subject 
to an operating lease 

o Excess investment interest 
o Itemized deductions in excess 

of 60 percent of adjusted 
gross income 

o IDCs in excess of related income 

2. MAXU1UH TAX 

Description 

Support 

Support 

Oppose 
Support 

Support 
No objection~"' 

Under present law, a maximum marginal rate of tax of 
50 percent is imposed on personal service income ("earned 
income"). Earned income is limited to wages, salaries, 
professional fees and other compensation for personal services 

~The impact on oil and gas is expected to be minimal since 
(1) related oil and gas income is taken into account, and 
(2) IDC deduction for dry holes will not be taken into account. 

The provision was supported by Senators Lonr, and Bentsen 
and all of the Republican members of the Finance Committee. 
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